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| OATH OR AFFIRMATION
|

Joseph Birkofer

I, , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Legacy Asset Securities, Inc. , as

of December 31 ,20_05 __ are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
|

classified so:lely as that of a customer, except as follows:

e
Slgnatur

/ Presndeon_t/Z 7/ oe

- ) ~ Title

§ °“?. ©. ANNETTE RYBISKI
Notary Public °' "°= Notary Public, State of Texas
WA My Commission Expires
ThlS report *x contains (check all applicable boxes): H1 78 3 (s March 03, 2007

(a) Facmg Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statément of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

H Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computatxon of Net Capital.

(h) Comiputation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

() Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolldanon

(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report

(m) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) Independent Auditors’ Report on the Internal Control Structure

**For condz't;ions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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} Independent Auditors’ Report

Board ofj Directors
Legacy Asset Securities, Inc.
Houston, Texas

We have audited the accompanying Statement of Financial Condition of Legacy Asset
Securitiés, Inc. as of December 31, 2005, and the related Statements of Income, Changes
in Shareholders’ Equity, and Cash Flows for the year ended December 31, 2005. These
financial\ statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.
!

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstateiment. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the burpose of expressing an opinion on the effectiveness of the Company’s internal
control 6ver financial reporting. Accordingly, we express no such opinion. An audit also
includes! examining, on a test basis, evidence supporting the amounts and disclosures in
the finar;\cial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.

In our dpinion the financial statements referred to above present fairly, in all material
respects the financial position of Legacy Asset Securities, Inc. as of December 31, 2005,
and the results of its operations and its cash flows for the year ended December 31, 2005,
in confcrmuty with accounting principles generally accepted in the United States of
Americaj.

|
Our audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules | and Il is presented
for the purpose of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 under the Securities
Exchange Act of 1934. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

vam‘z/w Sprw 2. Cempriny, P C.

WEINSTEIN SPIRA & COMPANY, P.C.
Houston{ Texas
February 22, 2006

i
Three Greenway Plaza, Suite 1750 + Houston, Texas 77046 + 713.622.7000 -« Fax: 713.843.4800

email@weinsteinspira.com ¢ www.weinsteinspira.com

|
j A Member of AGN International
|
|
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% LEGACY ASSET SECURITIES, INC.
\ STATEMENT OF FINANCIAL CONDITION

“ December 31, 2005

| ASSETS

Cash and Cash Equivalents

Securthies Owned - at market

|
!
|
Accoujnts Payable

LIABILITIES

SHAREHOLDERS’ EQUITY
Common Stock - par value $.001, 1,000,000 shares

authbrized, issued and outstanding

Additional Paid-In Capital
i

Retain‘ed Earnings

I
|
I
I
!
i
|
i

1 See notes to financial statements.

| -2-

$ 71,102
10,554
$ 81,656
$ 5,208
1,000
65,550
9,898 76,448
$ 81,656




LEGACY ASSET SECURITIES, INC.
STATEMENT OF INCOME
For the Year Ended December 31, 2005

Revem};es

Commissions $ 411,205

Interest 1,742

Unrejalized gain on securities 7,494 § 420,441

|

Expenses

Offide services expense 226,162

Other operating expenses 189,012 415,174
Net Income $ 5,267

See notes to financial statements.
-3-




|

1 LEGACY ASSET SECURITIES, INC.

| STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
| For the Year Ended December 31, 2005

Additional
| Common Paid-In Retained
: Stock Capital Earnings Total
|
Balande-

Dece:-mber31,2004 $ 1,000 $ 65,650 $ 4,631 $ 71,181
Net In¢ome 5,267 5,267
Balande-

December 31, 2005 $ 1,000 $§ 65550 $ 9,898 $ 76,448

See notes to financial statements.
-4-



LEGACY ASSET SECURITIES, INC.
? STATEMENT OF CASH FLOWS
! For the Year Ended December 31, 2005

Cash #Iows From Operating Activities
Net income $ 5,267
Adjustments to reconcile net income to net cash
used in operating activities:
Unrealized gain on securities (7,494)
Increase in accounts payable 1,452

Net Cash Used in Operating Activities and Net

'Decrease in Cash and Cash Equivalents (775)
Cash énd Cash Equivalents - Beginning of Year 71,877
|
Cash fand Cash Equivalents - End of Year $ 71,102

‘
i
i
|
!
I
i

'
1
!
!

‘ See notes to financial statements.
! -B-



LEGACY ASSET SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

|
|
|
|
‘

Note 1 !- Accounting Policies and Description of Business

LegacyiAsset Securities, Inc. maintains its accounts on the accrual method of accounting
in accordance with accounting principles generally accepted in the United States of
America.
|
Accounfting principles followed by the Company and the methods of applying those
principlles which materially affect the determination of financial position, resuits of
operatic?ns and cash flows are summarized below:
i
Description of Business
Legady Asset Securities, Inc. (the Company), located in Houston, Texas, is a private
investment banking firm and fully-disclosed Securities Broker-Dealer. The Company is
registered as a Broker-Dealer with the Securities and Exchange Commission, and is a
member of the National Association of Securities Dealers, Inc.

Statement Presentation

The Unclassified Statement of Financial Condition is presented in accordance with
industry standards.
|

Revenue Recognition
!

Commissions are recognized when trades settle and receivables are recorded at that
N |
time. !

Cash ;and Cash Equivalents

The Company considers all short-term investments with an original maturity of three
months or less to be cash equivalents.

Secuﬁities Owned
|

Marketable securities, consisting of equity securities, are stated at market value. The
increase or decrease in net unrealized appreciation or depreciation is credited or
chargpd to operations.




LEGACY ASSET SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31, 20056

Federal Income Tax
i

In 19é9, the Company elected S corporation status for federal income tax purposes.
Under: S corporation regulations, net income or loss is reportable for tax purposes by
shareholders. Accordingly, no federal income taxes are included in the accompanying
financjal statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generélly accepted in the United States of America requires management to make
estimétes and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Note 2 l Net Capital Requirements

PursuanLc to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of
1934, the Company is required to maintain a minimum net capital, as defined under such
provisiohs. Net capital and the related net capital ratio may fluctuate on a daily basis.

i
There vsj/ere no material inadequacies found to exist in the computation of the ratio of
aggregate indebtedness to net capital at December 31, 2005, or in the procedures
followed in making the periodic computation required. At December 31, 2005, the
Company had net capital of $73,444 and a net capital requirement of $50,000. The
Company's ratio of aggregate indebtedness to net capital was .2 to 1. The Securities and
Exchande Commission permits a ratio for the Company at this time of no greater than 15
tol. |

Note 3 -1 Transactions With Related Parties

The Cofnpany entered into a contract for services on November 1, 1999 with Legacy
Asset Management, Inc., a party related through common ownership. The Company had
office expenses of $226,162 for the year ended December 31, 2005, in connection with
that codtract. These expenses include, but are not limited to, office space, clerical support
and communications systems.



LEGACY ASSET SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31, 2005

Note 4 r Profit Sharing Plan

In 2005 the Company became an adopting employer of the Legacy Asset Management
Retlrement Plan ({the Plan), which is available for all eligible employees, as defined by the
plan dqcument Under the Plan, the Company makes matching contributions equal to
100% of each employee’'s salary deferral that does not exceed 3% of the employee’s
compensation, plus 50% of the employee’s salary deferral between 3% and 5% of the
employee’s compensation. Employer matching contributions totaled $2,288 in 2005.

|
|
f
i
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SCHEDULE |
LEGACY ASSET SECURITIES, INC.
‘ COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
; SECURITIES AND EXCHANGE COMMISSION
i December 31, 2005

!
|
|

Net Cépital

Total Shareholders’ Capital Qualified for Net Capital ‘ $ 76,448
Total Capital and Allowable Subordinated Liabilities 76,448

Deductions And/Or Charges
Nonallowable assets:
Securities not readily marketable

Net Csapital Before Haircuts on Securities Positions 76,448
Haircuts on Securities ‘ {3,004)
Net Cjapital $ 73.444
Aggregate Indebtedness $ 5,208

Computation of Basic Net Capital Requirements
\

Minimum Net Capital Required (6.67% of total

aggregate indebtedness) $ 347
Minimum Dollar Net Capital Requirement $ 50,000
Net ECapital Requirement (greater of above two

miinimum requirement amounts) $ 50,000
Excess Net Capital $ 23.444
Ratio: Aggregate Indebtedness to Net Capital .2 to 1

Note: fhe above computation does not differ materially from the computation of net capital
under Rule 15¢3-1 as of December 31, 2005 filed with the Securities and Exchange
Commiission by the Partnership on Part llA of Form X-17a-5.



LEGACY ASSET SECURITIES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
AND INFORMATION RELATING TO POSSESSION OR CONTROL OF SECURITIES
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
December 31, 2005

|

| SCHEDULE I
I

|

i
Exemption Provisions
|

The Cdmpany has claimed an exemption from Rule 15¢3-3 under Section (k}{2)(ii}, in
which ‘all customer transactions are cleared through another broker-dealer on a fully-

disclosed basis.

-10-
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Independent Auditors' Repdh on the Internal
Control Structure Required by SEC Rule 17a-b

The Boa\}rd of Directors
Legacy Asset Securities, Inc.

in planhing and performing our audit of the financial statements and supplemental

schedules of Legacy Asset Securities, Inc. (the Company) for the year ended December 31,
2005, we considered its internal control structure, including procedures for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control
structure.
|

Also, a§ required by Rule 17a-5(g}{1) of the Securities and Exchange Commission, we have
made a fstudy of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the objectives stated in Rule
17a-5(gl), in making the periodic computations of aggregate indebtedness and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of
Rule 15¢3-3. We did not review the practices and procedures followed by the Company in
making |quarterly securities examinations, counts, verifications and comparisons, and the
recordafion of differences required by Rule 17a-13 or in complying with the requirements
for prompt payment for securities under Section 8 of Regulation T of the Board of
Governors of the Federal Reserve System, because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an
internaljcontrol structure and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control structure
policies iand procedures and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achievei the Commission's above-mentioned objectives. Two of the objectives of an
internal icontrol structure and the practices and procedures are to provide management
with reésonable but not absolute, assurance that assets for which the Company has
respon5|blllty are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management's authorization and recorded
properly to permit preparation of financial statements in accordance with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices
and proéedures listed in the preceding paragraph.

Three Greenway Plaza, Suite 1750 + Houston, Texas 77046 + 713.622.7000 + Fax: 713.843.4800
email@weinsteinspira.com ¢ www.weinsteinspira.com
A Member of AGN International



Page Two

Because (:)f inherent limitations in any internal control structure or the practices and
procedure$ referred to above, errors or irregularities may occur and not be detected. Also,
projection! of any evaluation of them to future periods is subject to the risk that they may
become irﬁadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

Our consi?deration of the internal control structure would not necessarily disclose all
matters inithe internal control structure that might be material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material
weakness'is a condition in which the design or operation of the specific internal control
structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal
course of 'performing their assigned functions. However, we noted no matters involving
the internal control structure, including procedures for safeguarding securities, that we
consider to be material weaknesses as defined above.
|
We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the Commission to be adequate for
its purpos‘es in accordance with the Securities Exchange Act of 1934 and related
regulations, and that practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based on this
understanding and on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2005, to meet the Commission's objectives.
|

This report is intended solely for the use of the Board of Directors, management, the
Securities 'and Exchange Commission, the National Association of Securities Dealers, Inc.
and otheriregulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange

Act of 1934 and should not be used for any other purpose.

WML Dot < oo - C.

|
WEINSTEIN SPIRA & COMPANY, P.C.
Houston, Texas
February 22 2006




